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"BEFORE THZ STATE BOARD OF EQUALIZATION

OF TEEX STATZ CF CALIFORNIA

In the Matter the Appeal of

WORLCCMBE CORPORATION

”

For Appel | ant: WIlliam N Roth
Certified Public Accountant

For Respondent: A. Ben Jacobson
Associ ate Tax Counsel

OPI NI ON

— i e e e et —

This appeal is made pursuant to section 25667 of
the Revenue end Taxation Code fromthe action of the
Franchise Tax Board on the protestofWoricombeCoxrporation
agai nst a propcsed assessment Of additional franchise tax in
t he amount of $l,97o 72 for the income and taxabl e year
ended August 31, 1964

dppellant, aCalifornia corporation, was formed
on Decemberl7, 1962. 1t adonpind the accrual method of
accounting end a fiscal year ending sugust 31.
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Ao c11 11, 1963, appelient purchased an undivi ded
one-half %wt est in a parcel f and The entire parcel was

subject to an encumbrance of 67

Gn April 17, 1964 ,the entire parcel of |and was
soid for @ price Of $241,000. The buyers paid cash of
$10,000, essumed the encumbrance on the land end gave a note
in the awount of $183,500, secured by a deed of trust g the
Iland, for the balance of the sales price,

The principal of the note was payable in five
annual installments of $32,700 beginning March 1, 1969,
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Appeal of ¥Woricombe Corporation

| nterest was payabl e annual |y begi nning March 1, 1965, at a

rate of 9 percent. The note provided that the buyers could
pay aay part of the principail before March 1, 1969, and could
prepay interest for the years 1964, 1967, and 1968 at any
time bafore 1969. Interest for the years 1964, 1967, and
1968 was paid during the fiscal year ended sugust 31, 1954,

As the seller of a half interest in the |and, appel-
lant's shares of the sales price, the initial cash payment
and ownership of the note were $120,500, $5,000, and $81, 750,

respectively.

On August 17, 1964, appellant filed a certificate
of election to dissolve. It did not dissolve, however,
during the year ended iugust 31, 1954. As of that date the
install ment note had not been satisfied, sold, distributed,
or otherwise di sposed of.

As a corporation doing business in California
was subject to a franchi se tax measured by net
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return £ ;theincorﬁ and
4, cllant reported t he

0 he instalilment met hod pro-
and 245563 of the Revenue and Taxation

xpayer reports as income for

that proportion of the vayments received in that
year which thz S5 p t realized or to be realized when
payment | g ed bea: to the total contract price.
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Appeal of Worlcombe Corporation

Where 2. taxpayer elects to report | NCOME
arising from the sale or other disposition
of property ... [by the ianstalimeat method]

.., and the entire income, therefrom has not
been reported prior to the year that the tax-
payer ceases to be subject to the tax measured
by net income ..., the unreported income shall
be included in the neasure of the tax for the
last year in which the taxpayer is subject to
the tax.... ’

Appel | ant agrees that section 24672 applies, but
contends that the instaliment note received on the sale of

the land had little or no market value and that, therefore,
the incone added by respondent was excessive.

bppeliant has not made it clear why it considers
the market vaive Of the note to be relevant, In the earlier
St%ges of argunent,. it cited section 24670 of the Revenue
and Taxetion Code, Which provides that where an installnent
obiigation is distributed or di sposed of otherw se than by
sal e or exchange, then gain or loss is 'to be measured by the
difference between the basis of the obligation and the fair
market value Of the obiigation et the time of the disposition.
That section does not apply, however, since appellant did
not di spose of the obligation duringthe year 1n. question .
Although evpellant apparently recognized in the final stage
O arzument that Section 24670 did not apply, it continued
t0 maintain its position that the market value of the note
vas | ess than face value.

Implicit in appellant's posifion is the assumption
that *unreported 'inNCOME" within the meening of Se€ction 24672
i1 he market value of the NOte and does not exceed

"2g fimited by

the income Whi ch would have been reportable in the year of
_the sale if appel lant had not eiected to report on the install-

ment method.Respondervjon the other hand, regards the

Munresorted incoma'' @S the amount which wouid have been report-

able if appeliant remained subject to franchise tax and the

face zmount Of the note wsre ultimately paid in full, We

find it unnecessary to decide the question of statutory

t

interpretetion thus oblicuely presented,in viewof our
fcllowing conclusion with respect to the market veaiue of the
not e,
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The burden of proving that the fair market val ue
£ the note was | ess than its face  amount is On appeilant.

AJ & A. Tool & Suoply Co., v. Commissioner, 182 F.2d 300;

. Adnin. Code, tit. 18, §5035.) Relevant factors in

ermining the value of the note include the fi nanci al

ondition cf the maker, the value of the property securing

the note, the maturity date, and the interest rate. (Com-

missioner v, Kellozg, 118 F.2d 1i5; A. & A, Tool & Supply Co, V.
Commissioner, supra; Sallie M. wocuham, 3 B.T.2. 1307; Estate
of Waliace Caswelil, 17 T.C. 1190, rev'd on other grounds,
¥ trude Ho Blackburn, 20 T.C. 20%4; Retail
le)

. » DKkt, No. 94706, Sept . 18, 1964.)

pon weighing the relevent factors, we find that
appellant has failed to establish that the fair market value
of the nots was less than 1ts face awount. Apaollgnt does
nct question the financial responsibility of the maker., It
aileges that the face amount of the note exceeded the net
value of the iand that secured the note but has not established
the net value of the land by competent evidence, Z4ppellant
emphasizes that the first payment of principal was not due
until almost five years after the sale and that a substantial
part of the interest was paid in advance. The effect of the
iate maturity date, houwever, wes offset by the high interest
rate of 9 percent. Thne fact that part of the interest wuas
paid before it was due does not reduce the original value of
the note, since the noie carzied with it the right to all
interest. We are not here concerned with the value of the
note after the interest was paic.

Since it is undisputed that section 24672 accelerated
the "unreported income,” and since the "unreported inccme” is
the same whether it is besed on the market value or the face
value of the note, we will sustain respondent's action
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. Lopeal of Worlcombe Corporation

IT IS HEREBY CRDERED , AD JUDGED AND DECREED ,
pursuant to section 25657 of the Revenue and Taxation Code,
that the acticn of the Franchise Tax Board on the protest of
Worlcombe Corporation against a proposed assessment of
additional franchise tax in the amount of $1,976.72 for the

income and taxable year ended August 31, 1964, be and the
same is hereby sustained.

Done at Sacramento , Californiay this 1st day
of September , 1966, by the;§t§te B

A

, Chairman
/, Member

, Member

, Member

, Member

e S
ATTEST: AT e s Secretary
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